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Notes of the Month 


Soviet-Persian Relations 

‘THE negotiations between the Soviet and Persian Governments 
which broke down on 11 February marked the end of a series of ex- 
changes which began with the Soviet Note of 31 October 1958. This 
Note accused the Persian Government of contemplating a new 
military pact with the United States which, it claimed, ‘would 
worsen the situation in the Middle East’ and would run counter to 
the spirit of the Soviet-Persian Treaty of Security and Neutrality 
of 1927. 

The Persian Government rejected the Soviet protest in out- 
spoken terms; it affirmed its intention of observing the provisions 
of the 1927 treaty, which, it claimed, the U.S.S.R. had repeatedly 
infringed, but reserved the right to make any defensive agree- 
ments it thought fit. 

‘The Soviet Note had been couched in fairly moderate terms, but 
an article on the same subject in Pravda (6 December 1958) was 
much more strongly worded and asserted among other things that 
the Persian Government was anxious to obtain the ‘police support’ 
of the United States in order to cope with the growing ‘liberation 
movement’ among the Persian people. 

On 28 December 1958 the Soviet Ambassador handed the Persian 
Foreign Minister a long aide-mémoire which reiterated the appre- 
hensions contained in the October Note. This aide-mémoire also 
was quite moderately worded and expressed Soviet readiness to 
exchange opinions about the preservation of good Perso-Soviet 
relations. 

A Soviet delegation eventually arrived in Tehran on 29 January 
1959 for negotiations with the Persian Government. These, how- 
ever, broke down on 11 February without any agreement being 
reached. 

A very long Soviet statement delivered by the Soviet delegation 
to the Persian Government on 10 February accused the latter and 
the Shah of duplicity in that they had refused to sign the treaty 
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which they themselves had drafted and which the Soviet Govern- 
ment had declared its readiness to sign as it stood. The Persian 
Government, the statement says, insisted that ‘the Treaty should 
include a clear provision to the effect that the Soviet Union approves 
the actions already taken or possibly to be taken in connection with 
Persia’s participation in the Baghdad Pact.’ In addition, the state- 
ment goes on, the Persian Government ‘does not agree to commit 
itself not to conclude bilateral agreements with third parties’. The 
statement ends by accusing the Persian Government of ‘openly 
following in the wake of aggressive American policy in the Middle 
East’. 

The whole of this affair—the proposed new defence agreement 
between Persia and the U.S.A., the Soviet protests, the ensuing 
negotiations, and their eventual breakdown—must be regarded as 
arising out of the new situation created by the coup d’état of July 
1958 in Iraq. One result of this was that Iraq became ineffective as 
a member of the Baghdad Pact, thus exposing Persia’s western flank. 
This presumably moved Persia to seek some further defence guaran- 
tees from the United States, and it is precisely such guarantees that 
the Soviet Government is intent on preventing. 

The text of the Persian draft treaty referred to in the Soviet state- 
ment has not yet been made available and it is not easy to see how it 
could have committed the Persian Government to abstain from 
signing a bilateral agreement with another country. From the fact 
that the Soviet statement speaks of assurances on this point given 
by the Persians during the negotiations, it can be assumed that the 
draft in fact contained no such commitment. 

If in some way the Persian Government felt that it had to choose 
between an agreement with the United States and one with the 
U.S.S.R., it can hardly be blamed for preferring the former. The 
Persian Government has not forgotten the attempt made by the 
U.S.S.R. in 1945-6 to bring about the disintegration of Persia, an 
attempt which was only frustrated owing to the moral support 
given by the Western Powers, America included. Nevertheless, no 
one with any knowledge of Persian history and geography can re- 
gard the recent rebuff to the Soviet Union as a triumph either for 
Persia or for the West. 

The 1921 and 1927 Perso-Soviet treaties still nominally remain 
in force. As is now well known, Articles 5 and 6 of the 1921 treaty 
were considerably modified by an exchange of letters which followed 
the signing of the treaty. This modification is now never referred to 
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by the Russians, who have omitted it altogether from the text of the 
1921 treaty printed in their latest book on Persia, Sovremennyy Iran 
(Modern Persia), published in 1957. ‘The whole matter was fully 
treated in a leading article in The Times of 12 December 1958. It is 
not, however, correct, as was stated in that article, that the 1927 
treaty specifically confirmed the exchange of letters following the 
1g21 treaty, as well as the provisions of the treaty itself. The only 
mention of the exchange of letters—and that an oblique one—is in 
Protocol No. 2 attached to the 1927 treaty, which reads as follows: 


In accordance with the provisions of the Treaty of 26 February 1921, 
which retains all its force both as a whole and in all its parts, the pledges 
provided for in article 2 of the Treaty of Guarantee and Neutrality 
signed today (i.e. 1 October 1927) between the U.S.S.R. and Persia 
relating to the non-introduction by either Contracting Party of military 
forces into the territorial confines of the other party, do not refer to the 
cases provided for in article 6 of the Treaty of 26 February 1g21 or (lit. 
and) to the clarification given of that article. 


‘The meaning of this protocol is hardly clear: while excluding the 
application of the cases specified in Article 6 of the 1921 treaty and 
in the ‘clarification’, it seems to leave open the question of its 
application to other, unspecified, cases. 


From Fanfani to Segni: Italy’s New Government 

‘THe Government which Italy’s new Prime Minister, Signor 
Antonio Segni, announced on 15 February presents something of a 
paradox. This sixty-eight-year-old former Prime Minister, a Sar- 
dinian lawyer and university professor, is himself by temperament 
and past record strictly a middle-of-the-road man, aloof from ex- 
tremes alike in political sympathies and within his own Christian 
Democrat party. His previous Government of 1955-7 (it stayed in 
office for twenty-two months—a near-record for Italian Govern- 
ments) was the last of several post-war Centre coalitions, linked with 
the policy of Signor de Gasperi; and as Minister of Agriculture in 
1950-1 he had been responsible for the early stages of the land re- 
form then introduced in the South. Nevertheless in February 1959 
circumstances forced upon Signor Segni the formation of a Govern- 
ment more nearly dependent on right-wing support than any since 
the war, with the possible exception of the Pella and Zoli Cabinets. 

This paradox is largely the result of the swing of the pendulum 
following on the circumstances in which the previous Government, 
headed by Signor Fanfani, fell. The Fanfani Government, a coali- 
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tion between the Christian Democrats and Signor Saragat’s Social 
Democrats, set out last July amid high hopes, if with only a narrow 
majority, pledged to a programme of economic and social advance, 
and with the slogan of ‘Progress without adventures’. In the inter- 
vening seven months cynics might be tempted to say that there had 
been quite a number of adventures but precious little progress. 
This would certainly be an over-simplification, for some of the 
reforms which Signor Fanfani proposed—for example, the ten- 
year plan for basic improvements in education—are not of the kind 
to show much visible advance in so short a time. But the atmosphere 
of adventure was undoubtedly present—in Signor Fanfani’s ex- 
cursions in the field of foreign affairs (he was his own Foreign 
Minister, and during his brief term of office paid visits both to 
President Eisenhower and President Nasser); in the free hand given 
to the ventures abroad of Signor Enrico Mattei, head of E.N.I., the 
State organization for energy resources; and in the hopeful ex- 
pectancy with which the Christian Democrat left wing (from which 
Signor Fanfani derived his greatest support in the party) awaited the 
outcome of the Socialist party’s Congress in January. It will be re- 
called that at that Congress Signor Nenni obtained sufficient sup- 
port for his policy at least to break the formal links between his 
party and the Communists. 

This Christian Democrat left wing, powerful in the party’s 
organization and including representatives of the Christian trade 
unions and the Catholic Action workers’ organization, wished in- 
creasingly to stress the left-of-centre position of both party and 
Government. In December some of its members, in an attempt to 
bring pressure to bear in this direction, had even broken party unity 
by voting against the Government, which in consequence three 
times sustained defeat in Parliament—if only on relatively trivial 
matters. A few left-wingers, even after Signor Nenni’s unequivocal 
rejection of any approach to the Fanfani Government, continued 
to hope for an ‘opening to the Left’—in other words, to hope that 
the Government by its progressive policies might eventually attract 
the support of the Socialist party. But such hopes were viewed with 
deep suspicion by the party’s right wing, and with scepticism by its 
more moderate centre elements. These groups included some of the 
party’s ‘old guard’, foundation members dating in some cases from 
Partito Popolare days, as well as former Prime Ministers Pella, 
Scelba, and Zoli, whose influence had been at a discount during the 
Fanfani regime. They did not consider that Signor Nenni’s break 
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with Communism was anything like decisive enough to warrant 
jeopardizing political and economic stability for the sake of hypo- 
thetical P.S.I. support. 

Nor did the majority of the other partners in the Government 
coalition, the Social Democrats. Signor Saragat, their leader, point- 
ing to the still intact link between Nenni Socialists and Com- 
munists in the fields of trade unionism, co-operatives, and local 
administration and to the Socialists’ persistently neutralist line in 
foreign policy, maintained that there was at present no reason for 
the Social Democrats to abandon the coalition as a step towards 
reunification with the Socialists. But Signor Vigorelli, Labour 
Minister in the Fanfani Government, thought otherwise. His 
resignation on 24 January was an immediate factor in precipitating 
the Government’s fall. He and four other Deputies subsequently 
quitted the Social Democrat party to form an autonomous move- 
ment in preparation, as they said, for Socialist reunification. 

But if Signor Vigorelli’s defection prompted the crisis, the real 
malaise, as will have been seen from the foregoing, was far more 
deep-seated, arising from dissensions among the Christian Demo- 
crats themselves. After the Government’s parliamentary defeats 
in December and his failure earlier to obtain support from the 
Liberals or Republicans, Signor Fanfani had contemplated resigna- 
tion. He, like the rest of the Italian political world, had awaited 
‘clarification’ from the Socialist Congress. When this, instead, 
proved virtually negative from his Government’s point of view, and 
merely produced a split among his allies, he decided on 26 January 
to resign without awaiting the formality of seeking a vote of con- 
fidence in Parliament. Five days later he also resigned from the 
Secretaryship of the Christian Democrat party, a post he had held 
since 1954; and the fact that he did so suggests that he had come to 
realize that, for the time being at any rate, his presence had become 
a stumbling-block to party unity. Though a dynamic and highly 
efficient organizer—he was to a great extent responsible for the 
party’s improved fortunes in the last election—he seems to have 
misinterpreted the feeling within both his own party organization 
and among considerable sections of the Christian Democrat 
electorate, and to have supposed that the views urged on him by his 
own left-wing group were more widely shared, both in the party 
and the country, than was in fact the case. 

The choice of Signor Segni as his successor appeared well-nigh 
inevitable. He was the unanimous nominee of the Christian Demo- 
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crat party, and is highly respected in the country for his qualities of 
balance and sound judgement. He had hoped to revive the Centre 
coalition, but this proved impossible owing to divergences between 
the Social Democrats and Liberals; and the Republicans also re- 
fused their support. He therefore had no choice but to form a single- 
party Christian Democrat Government—a minority Government 
but with—President Gronchi insisted on this—sufficient guaran- 
teed support from other parties to ensure its stability. And since 
both Social Democrats and Republicans declined to support it, he 
had no choice but to look instead to the Right. Both the Monarchist 
parties (accounting together for twenty-four Deputies) promised 
their support, and so did the Liberals (seventeen Deputies). The 
latter provided a welcome addition from the Centre and one which 
ensured that there need be no dependence on votes from the ex- 
treme right-wing M.S.1.—a condition which, as in the case of the 
previous single-party Zoli Government, Signor Segni was most 
anxious to maintain. With the Christian Democrat party’s 273 seats 
in the Chamber, he thus comfortably exceeds the 28g votes required 
for a majority. 

In his programme Signor Segni stressed the need to restore con- 
fidence among investors and to encourage private initiative, especi- 
ally in productive industries in the South, while pursuing every 
means to combat unemployment. In his Government he restored 
the balance with the inclusion of Signor Pella as Foreign Minister, 
together with two or three others of the ‘old guard’. His aim will no 
doubt be to proceed cautiously at first in order to allow recent in- 
ternal differences to subside before the Christian Democrat party 
meets its next hurdle, the party congress, due in April. 


Mao and Chiang Abandon Formal Primacy 

Reports from ‘Taipeh claiming that Mao 'Tse-tung would not 
stand again as Chairman of the People’s Republic of China when his 
four-year term expired were confirmed in Peking on 17 December 
1958. It was then stated that, while relinquishing his post as Chair- 
man, Mao would remain Chairman of the Central Committee of 
the Chinese Communist Party, and thus be enabled to concentrate 
his energies on ‘the direction, policy, and line of the Party and the 
State’ and to devote more time to theoretical work. 

It was made clear that Mao’s decision, which was agreed at the 
sixth plenary session of the eighth Central Committee of the Chinese 
Communist Party, held at Wuchang from 28 November to 10 De- 
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cember 1958, was a purely voluntary one, made at the end of a 
regular four-year term of office. It was added, and this is a measure 
of Mao’s pre-eminence in China, that the decision would have to be 
explained fully to the people lest misunderstanding should arise 
over the issue. 

It seems probable that the reason given for the decision that he 
should not stand again was the real one. Mao is known to dislike the 
formalities of high office. He is now sixty-five and must increasingly 
find administrative duties irksome and an impediment to his desire 
to spend more time on writing so as to develop the corpus of Chinese 
Communist doctrine. But speculation, mostly from ‘Taipeh, has 
been active. It is claimed that Mao has been the target for opposition 
over the establishment of the communes and the policy concerning 
the offshore islands. Speculation in Yugoslavia has suggested that 
the decision is related to doctrinal difference with the Soviet Party 
over the speed of approach to Communism. It has also been sug- 
gested that he is stepping aside to allow a successor to be trained in 
good time as Head of the State. Although such a successor has yet to 
be formally elected, it has been rumoured that Marshal Chu Teh, 
aged seventy-two, Vice-Chairman of the Republic, elder statesman 
and the close comrade-in-arms of Mao since the 1920s, may be 
chosen to fill the rolé. This would not at first sight seem to accord 
with the supposed negd to install and train a successor so as to avoid 
dissension if Mao were to die. 

At all events, it seems clear that Mao still holds the reins of power 
by retaining the leadership of the Party, the role of which in relation 
to the organs of the State has been on the increase of late, and which 
has ultimate control even where it does not exercise immediate 
control. 

Within a week of the news of Mao’s resignation, Generalissimo 
Chiang Kai-shek announced to the Mainland Recovery Board in 
Taipeh, the capital of Formosa, that he would not be standing for 
re-election as President of the Republic of China once his term of 
office came to an end in May 1960. Chiang, now seventy-two, was 
first elected President in 1948, and was re-elected for a second six- 
year period in 1954. Under the Constitution the President may only 
serve for two terms, and Chiang has made it clear that he does not 
wish to see the Constitution amended in order that this stipulation 
might be changed. He will remain Secretary-General of the Kuo- 
mintang, the governing party. 

It is generally believed that Chiang’s successor will be Chen 
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Chen, Vice-President since 1954, Deputy Secretary-General of the 
Kuomintang since October 1957, and Premier following the resigna- 
tion of O. K. Yui last June. Known to be a staunch supporter of 
Chiang’s and uncompromising in his attitude towards the recovery 
of the mainland, it is expected that Chen Chen will be chosen in 
preference to Chiang’s forty-eight-year-old son, Chiang Ching- 
kuo, who is Soviet-educated and a somewhat controversial figure. 

With the formal abandonment by the major figure, on each side, 
of his primacy in the State it has been asked whether agreement be- 
tween the People’s Republic of China and the Republic of China 
has become easier. It is however the appearance of power rather 
than the reality which seems to have been abandoned in each case, 
and it is doubtful if this will make an arrangement between the two 
parties any easier. 
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Shadows of 1960 in American Politics 


UNper the American system of fixed biennial elections, falling at 
the beginning of November in every even-numbered year, the next 
campaign always casts its shadows over the political scene as soon as 
the last one is ended. But now the 1960 election is looming even 
larger than usual over both inter-party and intra-party relations. 
This is the result of the overwhelming victory of the Democrats in 
last November’s congressional contests (the Presidency was not at 
stake, as it will be in 1960); this left the Democrats in as strong a 
position as did the 1936 landslide. They now hold 64 of the 98 seats 
in the Senate and cannot lose control of it in 1960 since only about 
11 seats are at stake that year where the Republicans have any 
chance of winning. The Democrats provide 283 of the 436 members 
of the House of Representatives, control 40 of the 49 State Legis- 
latures, and hold 35 of the 49 Governorships; this is perhaps most 
important of all, since Governors, through their local patronage and 
their leadership of the state’s political machine, have great influence 
at the vital grass-roots level. 

This great success confirmed that in 1960 the Democratic nomina- 
tion for the Presidency will be worth having, especially since Mr 
Eisenhower cannot by law try for a third term. The rush of potential 
Democratic presidential candidates has therefore become a stam- 
pede. A few have been trampled on—Governor Meyner of New 
Jersey, Governor Williams of Michigan, and, above all, ex-Gover- 
nor Harriman of New York; none of these seems likely to rise again. 
This leaves all the main aspirants in the Senate, not normally a 
breeding ground for Presidents. There is plenty of time for other 
contenders to enter, but at present young Senator Kennedy of 
Massachusetts, rich, able, and, on the whole, liberal, a Catholic, but 
acceptable in the South, stands out farthest—too far and too soon 
for his own good, in many people’s opinion. 

Next, and coming up fast since his day-long interview with Mr 
Khrushchev last year, is Senator Humphrey of Minnesota, an in- 
tellectual liberal whose uncompromising stand on the necessity of 
guaranteeing Negro rights has in the past earned him a hatred in the 
South which he hopes is not undying. But there are people who 
argue that he should be chosen even if this means splitting the 
normally solidly Democratic Southern states; these people claim 
that the present Democratic tide could carry the party to victory 
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even without the South and that the opportunity should be used to 
get rid of the reactionaries. 

After these two, and hoping to take over when they have killed 
each other off, is Senator Symington of Missouri, a middle-of-the- 
road man from a border state where the two wings of the party meet. 
He is rich and handsome but admired by few who know him well— 
except for ex-President ‘Truman, whose support did not help Mr 
Harriman’s candidacy at the last Democratic convention in 1956. 
Moreover Mr Symington’s reputation, such as it is, rests mainly on 
his knowledge of defence matters and does not bear close examina- 
tion, for he is known as a ‘big bomb’ man and an advocate of pre- 
ventive war. 

The men who have most influence in the party and who can prob- 
ably dictate its choice of candidate are both from Texas, the elderly 
Mr Rayburn, Speaker of the House of Representatives, and Mr 
Lyndon Johnson, the Democrats’ outstanding leader in the Senate. 
His great effectiveness there is underlining his ability to hold to- 
gether the reactionary Southerners and the liberal Northerners 
from the big cities where the Negro vote is vital. It is becoming more 
and more conceivable that Senator Johnson, in spite of being a 
Southerner himself and of having had a serious heart attack some 
time ago, may be the Democratic candidate in 1960. 

But what is also possible (indeed, it often seems probable) is that 
the struggles between the various aspirants may lead toa hopelessly 
deadlocked convention. That is when Mr Johnson probably hopes 
to step in, but in fact the legatee may well be Mr Adlai Stevenson, 
although he is determinedly not trying for a third nomination. His 
chances are particularly good should the convention be held in Los 
Angeles, as seems likely, since Californian Democrats remain 
obstinately faithful to him, and the host state has various means of 
influencing the convention. But unfortunately in the past Mr 
Stevenson has clearly not been a good candidate and the convention 
will hardly agree on him except as a desperate last resort, after bitter 
internal quarrels which would seriously impair the Democratic 
chances of winning the Presidency at all. 

This, of course, is what the Republicans are hoping for. They are 
also drawing some much-needed encouragement from the theory 
that the recent American tendency to elect a Republican President 
and a Democratic Congress is a permanent trend; according to this 
theory, on the local issues which determine congressional results the 
voters like the Democratic approach, while they prefer a Republican 
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to be in charge of national policies. Another, and more plausible, 
version is that in national and international affairs they put their 
trust in a man who is above politics. Such a man was General 
Eisenhower, and another is Mr Nelson Rockefeller. 

His unexpected and unconventional success in winning the 
Governorship of New York State, the most important in the Union, 
from Mr Harriman last November has proved that he has another 
essential qualification for a Republican presidential candidate: he 
is a vote-getter, able to attract the independents without whom no 
Republican nominee can hope to win the Presidency. For the 
official membership of the Democratic party is far larger than is that 
of the opposition. Mr Rockefeller also provided the most striking 
example of what the Republican liberals claim—and unbiased 
observers agree—was the lesson of last November’s election: that 
the party can still win when it has young, able, hard-working, pro- 
gressive candidates. 

Mr Rockefeller claims to be interested only in New York State 
and it seems certain that, if he is to be nominated, the honour will 
have to be thrust upon him. But the liberals in the party may do just 
that ; these are the men who induced Mr Eisenhower to stand against 
the conservative Senator Taft in 1952. Disappointed as they have 
been, they have still not lost hope of modernizing their party. Yet 
few of them are prepared to give whole-hearted support to the Vice- 
President, Mr Nixon, even though he regards himself as one of 
them. He had no rival for the nomination in 1960, and no expecta- 
tion of one, until Mr Rockefeller appeared. Like many other people, 
the ‘modern’ Republicans suspect that Mr Nixon’s liberalism is 
more a matter of expediency than of conviction and that he is too 
clever a politician to make a reliable statesman. Their doubts are 
reinforced by a belief that his violent attacks on Democrats and trade 
unionists in the past have turned too many independents against 
him. 

Mr Nixon’s cleverness is being tested this year, for his readiness to 
go out and fight for Republican candidates last autumn has made 
him the darling of the Republican National Committee, the party 
organization which is still dominated by the reactionaries whose 
kiss, in the opinion of many observers, means death to any Republi- 
can presidential nominee. Yet if Mr Nixon, in an attempt to out- 
liberalize Mr Rockefeller, alienates these officials, his chances of 
being nominated will be weakened, if not gone altogether—although 
so far there is no conservative alternative in sight. 
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But in the Vice-Presidency, an office which involves no executive 
responsibility, apart from that of presiding over the Senate, Mr 
Nixon at least does not have to commit himself on controversial 
issues in ways which might do him harm with the voters later on. In 
practice, it must be admitted, he has been far more outspoken than 
is usual for a Vice-President and has even on occasion seemed to 
disagree with the President. Mr Rockefeller, on the other hand, as 
Governor of New York State, cannot avoid taking unpopular 
stands, as he has just demonstrated by insisting on higher state in- 
come taxes. But he has also an opportunity to show his executive 
ability. The one thing that could put Mr Nixon in an unassailable 
position would be for President Eisenhower to resign or die, so that 
Mr Nixon succeeded as President before 1960. He would then be 
assured of the nomination and also of more votes than he would 
probably get otherwise. There are many people who believe that, if 
he has to fight for the nomination, he will win it but will lose the 
election in the process. 

The Republican National Committee’s admiration for Mr Nixon 
is enhanced by its growing disillusionment with President Eisen- 
hower, who is criticized, and not only by the Committee, for his 
lack of leadership, for his failure to fight for his programmes. The 
Committee glosses over with this criticism the fact that it does not 
think much of his programmes, that what it stands for is a conserva- 
tive, anti-labour, pro-business approach which is not practical 
politics today. This presages another bitter fight within the party, 
probably followed by a meaningless compromise, over the platform 
on which the 1960 election will be fought. Meanwhile the Republi- 
can record is being made by the votes of the party’s Congressmen as 
well as by the actions of its President. 

The Democrats rely entirely on their members of Congress to 
make their record for 1960 and they cannot complain of lack of 
leadership; indeed they are getting almost a dictatorial dose of it 
from Senator Johnson and Mr Rayburn. Both are using the con- 
siderable powers, to make committee appointments and the like, 
which their positions give them, to see that the split between 
liberals and conservatives in their party does not divide it so much 
that its chance of making a really constructive record is spoiled. In 
particular they have been concentrating on deflating the young 
liberals from the North who did so well in last autumn’s election 
and who came to Washington feeling that the future of the Demo- 
crats was in their hands. With full working majorities, big enough to 
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make it seem feasible for presidential vetoes of Bills to be over- 
ridden, the Democratic leaders are determined to show that their 
party has the ability to govern if it is given the chance. 

Senator Johnson is no longer co-operating with President 
Eisenhower as he did in earlier years, when the Democratic 
majority was too small to be effective. Now he is competing with the 
President, trying to get in first and to go farther in directions that 
will appeal to the voters. One example of this is the labour Bill: as 
the result of the continuing congressional investigation of racketeer- 
ing and corruption in trade unions everyone, including the labour 
leaders themselves, agrees that legislation to remedy these abuses 
must be passed. But the Democrats introduced their Bill before the 
Administration had published its proposals; it is one which labour is 
prepared to accept, while the Administration wants more stringent 
regulations which, it can be argued, would restrict union activities 
unduly. 

To deal with the ever-mounting burden on the taxpayer of the 
accumulation of farm surpluses, the President is merely asking for 
a more flexible price support system; changes of this kind have 
already been tried, although only to a limited extent, and are doing 
little, if any, good. Congress is unlikely to give the President much 
of what he wants, but is discussing more drastic changes, in the form 
of direct subsidies for farmers. Even if such a scheme is agreed— 
and Congress votes on agricultural questions, more than on any 
others, on regional rather than on party lines—the President has 
made it clear that he will veto the Bill. The two-thirds majority in 
both Houses needed to override a veto could probably not be found 
in this case, but the Democratic leaders would not be seriously upset 
about that. Their party would be left in the happy political position 
of having offered an imaginative alternative which the President had 
refused to accept and of having forced him again to ask the voters to 
go on providing some $5 billion a year for the farmers, over a third 
of their income. 

On the question of civil rights for Negroes the Democrats may 
not come out so well, for the division in their party on this issue has 
been dramatized by two opposing Bills—one filed by Senator 
Douglas, a progressive Democrat from Illinois, the other by 
Senator Johnson. Mr Douglas would bring the federal Government 
right into the business of enforcing racial integration in the schools 
of the South. Mr Johnson’s Bill makes no mention of the school 
problem, although he says that it would be dealt with by the special 
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conciliation commission which he proposes. He concentrates on 
such related matters as additional powers to ensure that Negroes 
are allowed to vote. 

The Administration has stepped in with a compromise Bill which 
should appeal to most Republicans and some Democrats; it asks for 
certain additional powers for the federal Government in connection 
with the schools but would not go nearly as far as Senator Douglas in 
interfering with states’ rights. Education in the United States, it 
must be remembered, is essentially a matter for local governments, 
not for the federal authorities. Whether or not the Administration’s 
Bill will go through remains to be seen; Mr Douglas’s certainly will 
not. But in any case it looks as if the most dividing stage of the school 
dispute might be over. The collapse of Virginia’s ‘massive resist- 
ance’ to the Supreme Court’s order that Negro children must not 
be denied admission to white schools and the peaceful reopening of 
Virginia’s schools on a mixed basis—although the mixing is very 
limited, involving only a handful of Negro pupils—have given rise 
to hopes that the South as a whole may accept integration, although 
it will undoubtedly be gradually and grudgingly, and that drastic 
interference by the federal Government may be avoidable after all. 

The main arguments in this Congress are centring round the 
President’s insistence on—often called his obsession with—balan- 
cing the Budget. For the 1960 fiscal year, beginning next July, he has 
produced estimates for a balance at $77 billion, compared with a 
deficit of $13 billion in the current fiscal year. The calculations are 
based on rather lower expenditures, partly as a result of the ending 
of emergency measures introduced to deal with last year’s recession, 
partly as the result of actions which the President hopes, almost cer- 
tainly vainly, that Congress will, or will not, take; and on very much 
higher receipts, to come from increased yields from existing taxes 
on corporate and individual incomes. These are expected to go up 
as prosperity returns; this year’s deficit is largely due to the low 
yield of these taxes which followed the 1957 recession. But, while 
the recession is over and the economic indicators have been turning 
up again for some time, there is as yet no sign, and little expectation, 
of the boom on which the President’s calculations seem to be based. 

Nor is there any sign of the inflation which the President fears 
and which he claims as justification for insisting on a balanced 
Budget. The price indices have remained remarkably stable for 
months and should continue to do so. Not only can the country 
afford to go on losing gold at the recent rate for a long time, but there 
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is also no evidence that this is in any way a flight from the dollar, as 
some officials have suggested. Long-term foreign investment in the 
United States is rising steadily; the loss of gold is explained by the 
low interest paid on short-term investments last year and by the 
fall in American exports while imports remained steady. 

There is, however, another obvious financial reason why the 
Administration is anxious to balance the Budget—lack of faith in 
the dollar at home, which is leading American investors to put their 
money in common stocks rather than in Government securities. The 
Treasury is finding it impossible to borrow from the public on a 
long-term basis and it can only get rid of its short-term issues by 
offering a higher rate of interest. As a result this year’s deficit is 
proving very costly to finance and the Treasury naturally wants to 
avoid similar operations next year if it possibly can, quite apart from 
the fact that, while there may be no inflation now, it may be difficult 
to prevent one later on if the Treasury has to continue to rely on 
short-term financing. 

Two chief objections are being voiced to the policy of balancing 
the Budget at all costs. The first alleges that the safety of the coun- 
try, now and in the future, is being sacrificed in order that spending 
on the national security, nearly 60 per cent of the total, should not 
go up. Within this spending more is to be used for research and mis- 
siles, but it is admitted that this will not be enough to prevent the 
United States falling behind the Russians, in numbers of inter- 
continental missiles at least, for the next few years. During Con- 
gressional hearings it has been revealed that some military thinkers 
are as worried about this ‘missile gap’ as are many Congressmen. 
But the official view of the Defence Department is that more spend- 
ing on weapons which are rapidly becoming obsolescent would not 
be worth while, that the United States is not dependent on missiles 
alone, that it is still strong enough to defend itself and to reassure its 
allies, and that it will remain so. The present rate of spending on de- 
fence, in this official view, is governed by a justifiable risk, not by the 
dictates of the Bureau of the Budget. 

The other argument against the balanced Budget is that this in- 
volves holding down spending on social welfare and public works 
which ought to be going up to meet the needs of an ever-expanding 
population. According to the most extreme form of this ‘growth’ 
theory, the national output should be increasing by an average of 
5 per cent a year in real terms, which it has definitely not been doing 
in the last few years, if the full potentialities of the country, and par- 
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ticularly of its labour force, are to be utilized. A certain measure of 
inflation is permissible, and indeed unavoidable, to achieve this, so 
the argument runs. It receives practical political support from the 
fact that, while industrial output has been going up steadily ever 
since the recession touched bottom last April, unemployment has 
remained comparatively heavy; there are now nearly 5 million 
people out of work in America, 6 per cent of the labour force. 

This is a substantial figure even for the United States, and if it 
persists the Republicans would have great difficulty in excusing it to 
the electorate. It is doubtful if even the tax reduction, which the 
President suggests may be possible next year if Congress does not 
unbalance his Budget, would be enough to counteract the political 
effect of such unemployment statistics. On the other hand, some 
people who are well qualified to judge feel that the President’s in- 
sistence on the dangers of inflation enlists far more sympathy from 
the average voter than it does from the experts and that it might 
eventually turn out to be a political winner. 

Meanwhile, however, Congress is busily unbalancing the Budget 
by approving provisions for heavier outlays on housing and on air- 
ports. Senator Johnson wants to face the President with this chal- 
lenge at an early stage in the session so that there will be plenty of 
time to organize a reversal of his veto should he decide to reject the 
Bills. ‘There are a number of conservative Democrats, led by 
Senator Byrd of Virginia, who are entirely on the President’s side in 
this matter, and there are a number of ‘modern’ Republicans who 
believe in the ‘growth’ theory. Whether they would support their 
belief to the extent of forgetting their loyalties and voting against a 
presidential veto is another matter, even at a time when the Presi- 
dent’s term is drawing to a close and his influence, never as great as 
it might have been, is declining rapidly. Few close votes in Congress 
follow party lines; nearly always they involve ad hoc coalitions that 
must be organized by complicated bargaining and manceuvring 
and which test the political skill of the party leaders. The Eighty- 
sixth Congress will provide plenty of these tests as presidential 
hopefuls jostle for position in the 1960 election and as other mem- 
bers of Congress strive to make records that will help their party to 
victory and themselves to re-election in that year. 


N. B. 























Economic Reconstruction and 


the Struggle for Political Power 
in Indonesia 


ECONOMIC reconstruction started later in the Indonesian Archi- 
pelago than in most parts of the world, because the war lasted there 
longer than elsewhere. After the Japanese surrender in 1945 there 
were four and a half years of struggle against the Dutch who tried 
to re-establish their colonial rule. The disruption of economic life 
caused by this struggle was even greater than that which had arisen 
from the Japanese occupation. The Dutch, who held the main ports, 
blockaded the Indonesian Republic in Central Java, cutting off the 
import of machinery, spare parts, and other goods necessary for the 
normal course of production. On the other hand, the Indonesians, 
while withdrawing in the face of the Dutch armoured units, pursued 
a scorched-earth policy because they thought that the Dutch plan 
was to finance their campaign by the sale of tropical export com- 
modities captured in Indonesia. In this way a great part of the sugar- 
refining industry was destroyed in the course of military operations. 

There was also the series of rebellions directed not against the 
principle of an Indonesian State, but representing a different con- 
cept of that State: the Madiun rebellion organized by the Com- 
munists in 1948 when the Indonesian Republic was under the 
threat of an impending Dutch attack; the Darul Islam guerrilla 
operation conducted by Muslim fanatics who proclaimed the es- 
tablishment of a Muslim religious state in Indonesia; and various 
military troubles in the remote parts of the Archipelago, reflecting 
the dissatisfaction of some local leaders with the central Govern- 
ment. 

The last and most serious of these rebellions took place in 1957 in 
Central Sumatra and North Sulawesi (Celebes). The main econom- 
ic background of this uprising lay in the reluctance of the local ex- 
porters of rubber and copra to submit to the Bank of Indonesia 
foreign exchange gained in the course of their trade operations. The 
political background consisted of the opposition of some Muslim 
and Socialist leaders to the co-operation between the Nationalist 
and the Communist Parties, and there is no doubt that those leaders 
were sincerely convinced that this co-operation might have had a 
disastrous effect upon the national cause. This rebellion was joined 
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by two eminent Indonesian economists, Sraffruddin Prawijanegara, 
Governor of the Bank of Indonesia, and Sumitro Djojodikusumo, 
Dean of the Faculty of Economics of the University of Indonesia in 
Djakarta. They apparently expected that the economic pressure 
produced by cutting off the inflow to Djakarta of foreign exchange 
arising from the export of Sumatran rubber would be sufficient to 
force the Government to resign. The rebellion was morally streng- 
thened by the support given by two former Prime Ministers, 
Boerhanoedin Harahap and Mohamed Natsir. The rebellion was, 
however, suppressed in 1958 by Government troops who landed in 
Sumatra and Sulawesi, though some pockets of resistance remain. 

All these troubles diverted the attention of the Indonesian ruling 
élite from economic and social problems, on the solution of which 
the future of the country in the long run depends. Foremost among 
these is the social problem arising from the disproportion between 
the population growth in Java and the development of productive 
forces in that island. At the beginning of the nineteenth century Java 
had a population of about 4-5 million. In 1955 the population was 
estimated at about 55 million, i.e. more than that of Great Britain 
today; but Great Britain covers a larger area, and only about 5 per 
cent of her population is engaged in agriculture, in contrast with 
about 75 per cent in Java. Certainly the soil in Java is very fertile and 
the methods of production in the irrigated fields are very labour- 
absorbing, but it is obvious that, in these conditions, there is a con- 
siderable surplus of inadequately utilized man-power. 

In 1954 an expert from the International Labour Office estimated 
that between one-quarter and one-third of the workers in small 
holdings were in excess of the labour requirements.! According to 
the estimates of the Institute of Economic Research of the Univer- 
sity of Indonesia in Djakarta the surplus labour force in Java was 
something like 10 million people out of a working population of 
27 million in that island.? During the last decade a great change has 
occurred in this situation: this surplus of agricultural labour is now 
no longer confined to the village community, and a great part of it 
is moving and migrating, mainly to big urban centres. This can 
be seen from the rate of growth of population in the big cities. 
Djakarta, whose population in 1930 was about 500,000, now has a 
population of between 2 and 3 million. Bandung, which during the 


1Edgard McVoy, ‘Some Aspects of Labour and Economic Development in 
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thirties had about 160,000, has now more than 800,000. In Sura- 
baia, where the population was 340,000 in 1930, there are now a 
little under a million people. ‘The same picture can be found in 
many other Javanese cities. 

An important factor is that this migration to the large cities is not 
caused by any demand for labour on the part of industry, or at least 
only in a very minor degree. This population movement is, rather, a 
result of a psychological situation—of expectations arising from the 
establishment of Indonesian independence. 

What do the immigrants do in the big towns? Some have found 
employment with the expanding machinery of administration, as 
policemen, messengers, doorkeepers, lower clerical staff, and so on. 
Some of them probably find some occupation with the propaganda 
machines of the big political parties. Very many try to earn their 
living as porters, betsak (i.e. rickshaw-bicycle) drivers, street 
vendors, wandering gardeners, and so on. Competition in this field 
is very keen, and indeed a crowd of porters offering their services is 
more of a nuisance than a help to the foreigners arriving at the rail- 
way stations of any big town. If you arrive by railway at Djakarta 
your major preoccupation is to defend your suitcase from the 
porters who offer their services. 

This transformation of agricultural under-employment into an 
urban phenomenon carries far-reaching social implications. ‘These 
betsak drivers and porters are no longer illiterate, as they were 
in colonial times. They read the newspapers, belong to various 
youth clubs, listen to the radio, and discuss politics. Political leaders 
have become increasingly dependent on this crowd of semi-em- 
ployed immigrants. 

In Indonesia a contradiction arises between the rising level of 
education and the tendencies to stagnation in economic life. Immi- 
grants arriving in the big cities often feel frustrated, and this frus- 
tration is a revoludonary factor. This brings us to a problem which 
is of major importance for the country: that of creating several mil- 
lion new jobs for these frustrated people. There are two main 
schools of thought as to how this problem should be solved. One 
lays the main stress on resettlement, the other on industrialization. 

A first glance at Indonesian economic conditions seems to suggest 
resettlement on the land asa solution. In Java the density of popula- 
tion is approaching 400 people per sq. km., while in the outer islands 
it is about 16 per sq. km. Before the war the Dutch colonial ad- 
ministration made an attempt to organize resettlement in these outer 
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islands. They did not achieve great results. Their plan was to settle 
about 240,000 adults each year. The highest figure achieved, just 
before the war, was something around 45,000. Since the establish- 
ment of Indonesian independence these efforts have been continued 
but without any conspicuous success: the highest figure achieved 
was something like 50,000 in 1952. In 1955 it was only 20,000. 

These figures cannot be considered satisfactory, taking into 
account that population increase in Java is about 700,000 per an- 
num. There are very appreciable obstacles to the implementation 
of the resettlement programme. Considerable financial means are 
necessary in order to equip settlers with the necessary capital for the 
organization of their farms. The Javanese have been accustomed to 
irrigated rice fields, while in Sumatra dry husbandry prevails. In 
Sumatra there is also the system of shifting agriculture which does 
not exist in Java. In some places the jungle has to be cleared and the 
irrigation system built up before immigrants from Java can settle 
down as farmers. 

It is likely that resettlement may be much easier to carry out if 
there is simultaneous industrial development. This is the idea of the 
second school of thought, which puts in the foreground the problem 
of industrialization. But industrialization requires savings on an 
adequate scale. In Indonesia, however, private accumulation can- 
not provide a basis for large-scale industrial development. More- 
over there is a tendency for domestic capital to be transferred 
abroad and to seek for more profitable investment through the 
banks of Singapore and Hong Kong. Consequently large-scale 
ventures must be based on foreign savings, i.e. foreign investments 
and loans. A basic strategy which suggests itself would be to create 
employment by public investments and to leave it to private ini- 
tiative to respond to expanding demands for consumer goods. 

This means that the furtherance of economic development has 
become the major responsibility of the Government. Oil is the only 
field which attracts the foreign investor. There is little likelihood 
that foreign capital would enter any other branch of production 
without special guarantees. Even the plantations of rubber, coffee, 
and tea are being transferred gradually to public management, 
although there is no official nationalization. Public intervention is 
needed in the maintenance of buildings and installations on planta- 
tions, for there is a tendency for foreign companies to avoid any ex- 
penditure in this field and to withdraw their capital as opportunity 
arises. 
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The first plan for industrial reconstruction was elaborated in 1951 
as a kind of temporary programme. Later on, the Central Planning 
Bureau was brought into being, and by 1956 it had produced the 
first Indonesian Five-Year Plan for the years 1956-61. The tem- 
porary plan was a failure; only a very small part of it was carried out. 
So far as the Five-Year Plan is concerned, its execution has been 
considerably delayed by internal political troubles, and in particular 
by the rebellions in Sumatra and the Celebes. But some investment 
ventures started in the previous period have been completed, in- 
cluding, for instance, a big cement factory in East Java, financed by 
a loan from the Export-Import Bank. Very little has been done 
towards implementing the large multi-purpose projects on the 
Asahan river in East Sumatra. A big sugar factory built in Jog- 
jakarta by East German engineers and on the basis of East German 
credits has been completed, but there are difficulties in bringing it 
into operation, and this venture is considered to have been not en- 
tirely successful. 

There is some lack of determination in the execution of the plans 
for economic reconstruction. A policy of economic development 
requires a certain strengthening of discipline. The Government 
should be able to induce people to work harder and to save more and 
to put at the disposal of the State a considerable part of their in- 
comes. The experience of the decade of independence is rather dis- 
couraging in this respect. There are a number of able men who can 
produce plans, but execution is always deficient. Much of the tax- 
able capacity has remained unused, particularly in the villages. 
Illegal export of rubber and copra has been going on, and in this way 
the Bank of Indonesia has been deprived of these sources of foreign 
exchange. The powers of local government in the outer islands have 
not been clearly defined. The fanatical Darul-Islam movement in 
West Java and in the Atjeh region of Sumatra is disrupting economic 
life in those provinces. 

A policy of industrial capital formation by the method of public 
investment needs a stable government and an efficient administra- 
tion. Thus the problem of economic reconstruction is very closely 
connected with the problem of political power. The question pre- 
sents itself: who is capable of forming a stable government and an 
efficient administration, and of carrying out a coherent plan of 
economic reconstruction. 

In Indonesia there are many political parties, but three main 
ideological currents carry a mass following: nationalism, Com- 
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munism, and religion. Nationalism is most conspicuously repre- 
sented by President Sukarno’s Indonesian Nationalist Party 
(P.N.I.). Communism is represented by the Indonesian Com- 
munist Party (P.K.I.). There is another Communist party, Murba, 
but without any considerable mass following, though with out- 
standing leaders. ‘They are sometimes called “Trotskyists’ though it 
is not clear why, for they are nationalist and represent rather a right, 
not a left, deviation from Communist orthodoxy. Religion plays a 
very important part in Indonesian political life. Religious attitudes 
in politics are represented by two big Muslim parties, Masjumi and 
Nadhatul Ulama, besides some smaller Muslim groups. There are 
also two small but influential Christian parties, one Catholic and the 
other Protestant. 

Of these currents nationalism should be considered the most con- 
spicuous in the Indonesian political scene. The main social basis of 
nationalism is the middle class, and particularly the professional 
and civil servant part of it. Nationalism is not in principle an anti- 
capitalist movement, but in former colonial countries it is directed 
against the domination by foreign capital of some sectors of the 
national economy. A second objective is the redistribution of in- 
come and wealth to the disadvantage of foreign capitalists and na- 
tional minorities. The economic position of national minorities is 
an important problem in Indonesia, where a great part of the trading 
class is Chinese. A particular feature of Indonesian nationalism is 
the tendency to carry out this redistribution by revolutionary 
methods; hence the idea of ‘the national revolution’ which, accord- 
ing to some nationalist leaders, has not yet been completed. This 
idea is warmly supported by the Communists, who consider a 
nationalist revolution to be a stage in the overall socialist revolution. 

The idea of a nationalist revolution found its expression in the 
seizure of Dutch property at the end of 1957 and the beginning of 
1958. This action was intended as a reprisal against the Dutch re- 
fusal to hand over to Indonesia the administration of New Guinea. 
It was started by a group of workers and members of nationalist 
youth organizations. It was officially interpreted, not as nationaliza- 
tion, but as a revolutionary taking-over for national management. 
The most important act was the taking-over of vessels belonging to 
the K.P.M., a Dutch shipping company, which maintained internal 
communication between the three thousand islands of the Indone- 
sian Archipelago. 

These acts are not always an expression of socialist tendencies. It 
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should be borne in mind that another important point in the nation- 
alist programme is the protection of the national entrepreneur, by 
which is meant the building up of national capitalism. A ‘national’ 
does not necessarily signify a citizen of the country, for business men 
belonging to the national minorities, European and Asian alike, are 
not considered to be ‘national’ entrepreneurs. 

This action for the protection of the national entrepreneur does 
not always accord with the requirements of large-scale economic 
reconstruction. It involves for the most part the defence of sectional 
interests: for instance, the protection of national importers who 
import luxuries and semi-luxuries, whereas a developing country 
needs first of all producer goods. ‘The cancellation of the licence of 
the K.P.M. shipping company is another example of a collision be- 
tween sectional and general interests. The small national shipping 
companies have extracted considerable profit from the bottleneck in 
shipping produced by that cancellation. But the other sectors of 
economic life have suffered enormously from the dislocation pro- 
duced by this bottleneck. 

The second political factor is the Communist challenge. There 
have been Communists in Indonesia for a long time, and a Com- 
munist uprising took place in the 1920s. In the post-war period 
Communist tactics in Indonesia have been the same as in the other 
countries of South and South-East Asia. In the immediate post-war 
years in that part of the world there was a disposition to rather vio- 
lent action, and a succession of armed uprisings occurred in Malaya, 
India, Burma, and in Indonesia. In Indonesia there was an uprising 
in September 1948 which had some chance of success, because some 
army units were under Communist influence and lent their support 
to the rebels; they captured Madiun, a big town in the centre of 
Java, and formed a provisional Government. The Madiun rebel- 
lion, crushed in the same way as the uprisings in India and Burma, 
caused the Communists to lose much influence in Indonesia. Many 
people considered that Communist action, at a time when the 
country was struggling against the Dutch, was an anti-national act. 
Many of the Communists lost their lives in that rebellion, while 
others fled abroad. 

At the beginning of the 1950s the Communist Parties in all the 
South and South-East Asian countries changed their tactics. They 
proclaimed their loyalty to the existing national States and invited 
all strata of society, including the national bourgeoisie, to collabor- 
ate with them. At present their apparent goal is to capture power ina 
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legal way, that is to say by way of elections. In Indonesia they have 
accepted the nationalist slogans and tried to capture the dynamic 
forces of Indonesian nationalism. ‘They have developed a large and 
very efficient Party organization, with numerous offices throughout 
Java. They have great influence in the trade unions and in several 
professional organizations. 

In the elections of 1955 the Communist Party emerged with 39 
seats as the fourth strongest party in Indonesia; the Masjumi and the 
P.N.1. obtained 57 seats each and the Nadhatul Ulama 46. In the 
provincial elections at the end of 1957 the Communists greatly im- 
proved their position, particularly in Central and East Java. In Jog- 
jakarta they emerged as the strongest party, and in many localities 
they obtained an absolute majority. Their main gain was at the ex- 
pense of the P.N.I., the Indonesian Nationalist Party, which for the 
last few years has professed a programme of collaboration with the 
Communists. It seems that they have a chance of coming to power 
by way of the next general elections, which, due to take place in 
September 1959, have recently been postponed till 1960. If they 
come to power their economic policy will probably be similar to 
that in other Communist countries. The main emphasis would be 
on industrial and military investments, and considerable hardships 
would be imposed on the population in order to carry out this 
policy. Thus it is likely that a Communist regime would be associat- 
ed with certain reductions in the standard of living of the present 
generation. Unfortunately not many people among the nationalist 
élite realize these implications of the Communist method of in- 
dustrialization. 

The third factor rallying political opinion is to be found in re- 
ligious attitudes. In Indonesia the religious appeal commands the 
strongest electoral support. The Muslim parties together have 
twice as many representatives in Parliament as President Sukarno’s 
Nationalist Party. If they had formed a bloc with the Nationalist 
Party this would have produced a stable government—a solution 
which might have provided Indonesia with something like the Con- 
gress Party in India. Such a government might expect considerable 
foreign help in carrying out its economic plans. This combination 
was supported by some leaders, but proved to be very difficult to 
bring into being. Now its chances have greatly diminished because 
some of the Masjumi leaders have supported the rebels in Sumatra. 


So the combination seems unrealizable, at any rate for some time to 
come. 
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tion is to put a stop to any further struggles for power, and to 
strengthen the Government in order to enable it to undertake the 
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But the consolidation of the dispersed political parties is a neces- 


sity if Indonesia is to start some consistent policy of economic re- 
construction. Even the first Five-Year Plan, which is quite a modest 
venture, cannot be carried out because of recent political troubles. 
Hence there are strong economic arguments for the idea of ‘guided 
democracy’ which President Sukarno has several times mentioned 
in his speeches. The National Council formed last year is in fact a 
kind of discussion club at the highest level preparing the ground for 
the implementation of this idea. The most controversial point is the 
attitude towards the Communist Party, which the President wishes 
to include in his concept of a national coalition. The view of a large 
section of public opinion is that the Communists will regard their 
participation in such a coalition as merely a stage on their way to 
complete domination in Indonesia. It is also frequently pointed out 
that the admission of the Communist Party to the national coalition 
would mean the abandonment by Indonesia of a neutral position in 
the cold war between two great world blocs, and this would be con- 
trary to the will of the people, because the enormous majority of 
those Indonesians who read newspapers and take an interest in 
foreign affairs accepts the idea of neutrality. This is the main reason 
why Masjumi, the Catholic Party, and the Socialist Party do not take 
part in the work of the National Council. 


A political factor apart is the Army. The Army has very great in- 


fluence in all fields of social life. Many regions have been for years 
under military administration because of the imposition of martial 
law. The Army has interfered in many activities, for example in 
organizing action against corruption in the administration. The re- 
cent campaign against the rebels in Sumatra and Sulawesi has 
shown that during the last few years great progress has been made 
in the training and modernization of the Army. There have been 
some rumours that the Army may take responsibility for political 
power in the country, as has recently happened in some other Asian 
countries. There are, however, many people who consider that the 
role of the Army is not to introduce dictatorship in Indonesia, but 
to be a safeguard against any coup d’état organized by an internal 
force directed from abroad. If therefore the Communist Party one 
day reverts to its ‘Madiun’ tactics, it will have the Army against it. 
The political future of Indonesia depends on the degree to which the 
Communists will be able to use their present extremely advantage- 
ous situation to penetrate the Army. 


However, the main requirement dictated by the economic situa- 
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Community was not to create an exclusive trading club or keep out 
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tion is to put a stop to any further struggles for power, and to 
strengthen the Government in order to enable it to undertake the 
unpopular measures necessary for budgetary retrenchment, an in- 
crease in productivity, and the carrying out of investment plans. 
S. S. 


The Outlook for European Trade After 
the Free Trade Area Negotiations 


THE fundamental matters on which it was found impossible to reach 
agreement in the Free Trade Area negotiations were summarized 
by the O.E.E.C. Secretariat under three heads: ‘namely, external 
tariffs and external commercial policy; the harmonization and co- 
ordination of internal economic and social policies; and the in- 
stitutional system’.! It would be hard to suggest a wider area of dis- 
agreement or one more clearly recognized in an official document. It 
would, nevertheless, be unwise to dwell on regrets for the time that 
has been lost, and even more so to reiterate prophecies of catas- 
trophe, which have already been quite sufficiently aired in Britain. 
Such prophecies envisaged irremediable damage to Britain’s foreign 
trade and economy if negotiations should fail to reach a solution 
favourable to the British thesis before the fatal date of 1 January 
1959—the day on which the first customs tariff reductions envis- 
aged in the Rome Treaty came into force within the six Common 
Market countries. 

Nevertheless, it may be claimed that, despite the failure to reach 
agreement on an association with the Common Market, neither of 
the two sides can be definitely said to have won; neither has emerged 
the victor or can now count on material or moral advantages wrested 
from the other side by skilful diplomacy. On the British side of the 
fence the conviction, based on the realities of the situation, has been 
gaining ground that the primary aim of the European Economic 

1 White Paper, Negotiations for a European Free Trade Area: Report on the 
Course of the Negotiations up to December 1958 (London, H.M.S.O. Cmnd. 
648); and Blue Book, Negotiations for a European Free Trade Area: Documents 


Relating to the Negotiations from July 1956 to December 1958 (London, H.M.S.O. 
Cmnd. 641). 
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Community was not to create an exclusive trading club or keep out 
competitors, and in particular the U.K., but to pursue economic 
ends of political significance which are perfectly acceptable to 
Britain. And if anyone on the Continent has been inclined to discern 
in the European Free Trade Area proposal a ruse on the part of 
‘perfide Albion’ to obstruct a promising attempt towards European 
union, such a critic may do well to meditate on this fallacy and to be 
prepared for the fresh negotiations which the diplomatic experience 
of the past two years has shown to be necessary between the Six and 
the other O.E.E.C. countries, if not indeed with all the trading 
nations of the world. 

When and in what form will negotiations be resumed? This is an 
important question, but not so urgent as to assume priority over the 
much more serious international political problems with which 
Europe is at present faced. Though closely connected with the 
essential conditions of a European way of life, the progressive 
liberalization and expansion of trade—as to the importance of which 
there can be no disagreement—cannot give rise to more than minor 
disputes, similar to those which arose concerning a Free Trade Area 
which is not, after all, so free and an E.E.C. which has not so far 
shown itself likely to go in for violent discrimination. A brief but 
intense crisis, for example on the question of West Berlin, would 
suffice to put into the background all the economic and trade dis- 
agreements which have hitherto been the subject of so much lively 
discussion. And the simplest logic indicates what a serious political 
breach would do toa 100-per-cent agreement had it been reached on 
15 December 1958 on ‘external tariffs and external trade policy, on 
the harmonization and co-ordination of internal economic and 
social policies, and on the institutional problem’. 

But such arguments ad absurdum must not distract us from efforts 
to establish a satisfactory basis for an expanding intra-European 
trade and to find, in the conceptions which inspired the Free Trade 
Area and the European Economic Community, common directives 
rather than differences of detail. In this connection it will be ex- 
tremely interesting to see how the Rome Treaty is applied in prac- 
tice. 

The formation of a Free Trade Area between Britain and the 
Scandinavian countries, possibly extended to Austria and Switzer- 
land or even to the ‘other eleven’ of O.E.E.C., could not harm, and 
perhaps might even benefit, the general outlook of European trade, 
provided such an Area did not adopt antagonistic policies towards 

Cc 
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the E.E.C. A Free Trade Area in Europe, whatever its extent and 
composition, would remain complementary to the E.E.C. group 
just as the individual nations forming the two groups are comple- 
mentary to each other. And, by definition, such a Free Trade Area 
should not discriminate against the E.E.C., thus providing an ex- 
ample to be followed, and a strong bargaining-point, in the event of 
the E.E.C.’s practices developing in a different direction. 

It may be that this hypothesis is too optimistic, and that once two 
preferential areas were set up in Europe vested interests would 
strengthen and create permanent divisions rather than facilitating a 
harmonious policy and an eventual reunion on equitable terms 
dictated by experience. But the risk is worth taking if it proves to be 
a necessary condition for breaking the deadlock in the negotiations. 
In fact, if this situation of stalemate were to go on too long, mutual 
suspicions might be strengthened. The contribution to the develop- 
ment of world trade, defined as an aim in the Rome Treaty itself 
(Art. 110), would be postponed to an indefinite date and would come 
to be regarded as an empty formula, or as lip-service on the part of 
countries who had combined purely for reasons of protection and 
not of expansion of world trade. Equally devoid of content would be 
Art. 238, which contemplates the possibility of an association of 
the E.E.C. with other countries or groups of countries. On the other 
hand Britain would find it increasingly difficult to dissipate the 
suspicion that she merely wants to obtain new customs privileges 
in Europe, while maintaining in force her imperial preferences and 
continuing to import raw materials cheaply to the advantage of her 
own export industries, thus attracting valuable investments of 
capital from the dollar area. 

The arguments adopted by Britain to counter such suspicions 
are by now familiar, but it is worth recalling the main points. 
(i) Imperial preferences cannot be revoked without agreement with 
the Commonwealth countries. (ii) The preference system involves 
contractual obligations upon Britain which are a burden as well as 
an advantage for her. (iii) Imperial preferences have a progressively 
diminishing incidence upon trade within the Commonwealth, an 
incidence which is tending to disappear altogether. (iv) All the 
Commonwealth countries have greatly increased their trade with 
the rest of the world, including the O.E.E.C. countries, despite the 
preferential regime. (v) The O.E.E.C. must be kept in existence— 
and discriminatory quantitative restrictions, such as those imposed 
to protect the motor-car industries of France and Italy, are 
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contrary to the very principles and raison d’étre of O.E.E.C. 

Not all these arguments are accepted on the Continent at their 
face value. Among the critics of the British thesis France has been 
more vocal than the other partners, but there is no reason to think 
that her objections do not command implicit agreement in Italy and 
the Benelux countries. As for Germany, her industrial, commercial, 
and financial predominance on the European Continent is becoming 
so firmly established as to allow her to accept any interpretation of 
the trade policy of the Rome Treaty so long as she can avoid a 
political dispute with France, which would greatly weaken the 
stature of Federal Germany in the present difficult international 
political situation. And it is likely that France’s serious internal diffi- 
culties find a ready understanding in her neighbour countries, which 
take them fully into account even when those difficulties are re- 
flected in the way in which she regards and negotiates upon inter- 
national economic questions. That a similar tolerance was perhaps 
not outstandingly observable in Britain at the most difficult point in 
the negotiations may explain, at least in part, the emotional and 
abrupt way in which they came to an end last December. 

That end might perhaps have been avoided if there had been a 
greater co-ordination of information and directives among the 
various organs concerned with economic policy in France and in the 
United Kingdom. ‘The simultaneous step towards currency con- 
vertibility was certainly preceded by careful preparation among the 
Central Banks of the various countries concerned, and an essential 
condition for the success of this step was the profound change in 
France’s economic and commercial policy, which included among 
other things a large-scale freeing of imports from quantitative re- 
strictions. ‘The knowledge of France’s intentions in this matter 
should have put a brake upon the U.K.’s insistence (which now 
appears the more excessive inasmuch as it proved useless) on obtain- 
ing from the E.E.C. a postponement of the date of application of the 
first quota reductions in the customs tariffs of the Six, or an equiva- 
lent extension of such reductions to all the other O.E.E.C. countries. 
(Both cases would have made necessary the revision of several 
articles of the Rome Treaty, not a rapid or simple operation.) 

The courageous policy of President de Gaulle gives reason to hope 
that general negotiations within O.E.E.C. for the formulation of a 
commercial policy acceptable to all concerned may be resumed dur- 
ing 1959 with greater hope of concrete success, even if that success 
is neither complete nor immediate. It is already known that negotia- 
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tions are going on, for instance, between Britain and France con- 
cerning the French quotas for motor-cars. These are simply bi- 
lateral negotiations on immediate problems relating to day-to-day 
trade. But it should not be excluded that within O.E.E.C. a series of 
investigations might be resumed, sector by sector, as to the position 
of exchanges between the E.E.C. countries and the other eleven in 
relation to the main categories of goods. Such an investigation would 
seek to find mutually acceptable solutions in particular cases—and 
this might, at the right moment, have a decisive influence on the 
conclusion of a general agreement. 

To retain these negotiations within the framework of O.E.E.C. 
would constitute the best guarantee for their continuity, and they 
and the investigations connected with them would in their turn 
provide a fresh justification for O.E.E.C.’s continued existence. 
There has been frequent talk during the past two years of the pos- 
sible danger of O.E.E.C.’s demise as a result of the coming into 
force of the European Economic Community, since the principles of 
the latter imply, on the part of the Six, some discrimination in their 
treatment of the trade of the remaining eleven members of O.E.E.C. 
and this would be contrary to the original fundamental principles 
of the Organization. But O.E.E.C. has demonstrated for more than 
a decade its usefulness in reducing the numerous disparities existing 
among the individual members; it can play an equally useful role in 
helping to resolve the disputes arising between those same countries, 
even if they are divided into two or more groups. 

The mechanism of the European Payments Union,}an integral 
and highly important part of O.E.E.C., has now been superseded 
because the wide measure of currency convertibility has made it 
obsolete. The O.E.E.C., on the other hand (as well as G.A.T.T.), 
should find greater scope in a Europe where national groupings are 
drawing closer together and becoming more effective, and where the 
trends of economic interests are more clearly defined, whether in 
agreement or dispute. Moreover, the increasingly rapid pace of 
technological progress makes it a matter of urgency that trade ex- 
perts should constantly be brought up to date in the study and inter- 
pretation of trade statistics, in which hundreds of new items appear 
every year, whether in the form of new types of manufactures or of 
industrial ingredients to supplement or take the place of the few 
traditional raw materials. 

In this field the chemical industry is perhaps the most outstanding 
example, for, in Britain alone, its present production covers more 
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than ten thousand different items—from fertilizers produced in 
hundreds of thousands of tons, to drugs which include hundreds of 
different and widely used brands, man-made fibres, and other syn- 
thetic products acting as substitutes for raw materials, to the value 
of hundreds of millions of pounds a year. And although inter- 
national trade in chemical products covers only a very modest part 
of each country’s national production, it is constantly expanding and 
taking on new forms, in step not only with technical progress but 
also with increasing productivity and rising standards of living. 


EXPORT TRADE IN CHEMICALS 1957! 
( f.0.b. values in million dollars) 
Exporting Country Importing Country 
Belgium : Nether- Total Com- 
Germany andLux. France Italy lands mon 
Market 
Western Germany — : §1°3 5§2°5 60°7 208°3 
Netherlands 24°6 ° 9°5 10°6 —_ 73°4 
Belgium/ Luxembourg is°3 14°3 5°° 29°7 64°3 
France 17°6 - _ 17°2 14°0 68:2 
Italy 110 ; 13°0 — 2°9 30°9 


TotalCommon Market 68-4 5° 88-1 85:3 107°3 _ 





United Kingdom 23°8 ° 24°0 24°6 28-1 119° 
1 Source: O.E.E.C.: Statistical Bulletins. 
BRITISH TRADE IN CHEMICALS?* 
(million {£) 


U.K. Exports (f.0.b.) U.K. Imports (c.t.f.) 

1957 1958 1957 1958 

Western Germany 5 10°5 18°9 21°4 
Netherlands 10°0 9°9 7°4 8-5 
Belgium/Luxembourg 6 6-2 3°4 4°2 
France ‘6 ° rst 10°9 
Italy 8 a7 2°9 


Total Common Market 42°5 42°0 45°5 47°9 
2 Source: U.K.: Trade and Navigation Accounts, December 1958. 


Trade in chemical products is now largely free from quantitative 
restrictions both in the E.E.C. countries and in Britain, but many 
articles are covered by high protective duties. Powerful industrial 
groups dominate the most important branches of production, thus 
providing ample opportunities for expansion, but offering, also, an 
easy field for cartel agreements and other restrictive measures car- 
ried out independently of government approval (though in some 
cases they are controlled and repressed by national laws). Thus the 
chemical industry represents a sphere which is eminently suited to 
experiments in control and stimulus on the part of an organization 
such as O.E.E.C. 
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Another branch which is of interest for the future of European 
trade is the motor-car industry. Unlike the chemical industry, inter- 
national trade in automobiles is subject to particularly severe quan- 
titative restrictions in the United Kingdom, France, and Italy. 
Automobile imports are completely liberalized in Western Ger- 
many, and in the Benelux countries commercial vehicles, tractors, 
and spare parts are free of quota and the import quota for motor- 
cars (40,200 units) is equivalent to virtual liberalization. The motor- 
car industry in Britain is protected by quotas negotiated bilaterally 
with Germany, France, Italy, and Benelux. At the same time each 
E.E.C. country has established a minimum for imports from the 
other member countries, amounting to a quota which in all must 
amount to at least 3 per cent of national production. In the case of 
Germany and the Benelux countries this does not involve a change 
of policy; France, on the other hand, must increase her quota 
vis-a-vis the other E.E.C. countries, excluding Britain from par- 
ticipation in the agreement and therefore depriving her of any possi- 
bility of expanding her own exports to the French market beyond 
the modest limits imposed by the bilateral quota. To a lesser extent 
this also applies to Italy. 

British exports have regularly reached the quota limits, whereas 
the quotas assigned in Britain to French and Italian motor-cars 
have not been filled. Thus the objections raised by Britain to ‘new 
discrimination’ have a genuine basis, which is reinforced by con- 
siderations connected with the selling of motor-cars abroad. Chief 
among these considerations is the need to organize servicing on an 
adequate scale (and often on a scale superior to that strictly neces- 
sary for the number of vehicles of a particular make which are actu- 
ally sold abroad): this would make it possible to aim at increased 
sales of motor-cars abroad without risking the danger of dissatisfied 
customers who fail to find an adequate service of mechanics and 
spare parts over a wide area. Such an expansion of services demands 
investments which are discouraged by the quantitative restrictions 
hitherto in force in intra-European trade. 

This dispute has received much publicity in Britain and has 
created grievances against the French attitude which are possibly 
out of proportion to the actual degree of present or future damage 
sustained by British industry. It is true that Germany and Italy will 
have an advantage in competing against British industry on the 
French market, but their quotas will also be entirely contained with- 
in strict limits. It is a modest advantage, but one that has a sym- 
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bolical value, in that it demonstrates that members of E.E.C. will 
have priority over every outside country in any form of liberaliza- 
tion adopted within the Common Market. 

In practice, the character of the motor-car industry—in whose 
processes the raw materials utilized undergo a considerable increase 
in value, and which offers employment to large numbers of workers 

is such that it will be protected in one way or another by the 
respective European Governments until it becomes efficient 
enough to stand up to any competition on the home market (as is 
becoming the case in Germany); or until it should be decided to 
abandon altogether the idea of developing the industry (as is hap- 
pening in the Scandinavian countries). In this connection it is worth 
noting that one of the main advantages for British industry in a 
Northern Free Trade Area would lie in the liberalization of trade in 
motor-cars, with discriminatory effects against the industries of the 
Six on the Scandinavian markets. An advantage of this kind, in a 
limited if important sector, and in markets that can quickly become 
saturated, is a typical example of the arguments invoked in favour of 
a plan which might well, in the long run, present an uncertain 
balance as between benefits and drawbacks. 

Examples such as those presented by the chemical and motor-car 
industries could easily be multiplied. Detailed analysis could 
furnish convincing proof that any divergence in trade policy be- 
tween the Six and the other eleven O.E.E.C. countries can be re- 
solved by negotiation. In the past twelve years there has been no 
instance of a European negotiation on major points of policy which 
has been so unproductive of concrete results as, it would seem, the 
Free Trade Area negotiations. 

These negotiations, however, cannot be regarded as an end in 
themselves. ‘The arguments which have been put forward in the 
past two years contain elements of truth and of fact which will need 
to be selected and regrouped so as to avoid obscurities and incon- 
sistencies that might undermine the outcome of any further ne- 
gotiations—the more so since any such negotiations are bound to be 
exceedingly complex and prolonged. If, for example, the U.K. 
representatives set out from the premise that imperial preferences 
cannot be seriously interfered with, they must realize that that 
means, in the eyes of their opposite numbers, that this system pro- 
duces certain ‘discriminatory’ advantages of an economic character 
which more than counterbalance its obligations and drawbacks, 
both for the United Kingdom and the rest of the Commonwealth. 
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Since these economic advantages appear prima facie to be im- 
portant, there is no reason to disregard the fact (which is moreover 
statistically apparent from the method of arrangement of the Trade 
and Navigation Accounts) that there are two distinct parts in the 
U.K.’s foreign trade: that with the countries outside the Common- 
wealth, and that with the Commonwealth countries, the second 
having a total value slightly lower than that of the first. The char- 
acter and functions of these two categories of trade differ in many 
respects, and therefore the figures for them are susceptible of only 
limited comparison. Thus, if we wish to establish the proportional 
value of British exports to the E.E.C. countries, we must bear in 
mind the fact that, while they represent an eighth of Britain’s total 
exports, chey form one-quarter of her exports to all countries outside 
the Commonwealth. This will give a better idea of what is at stake 
in the future negotiations for the regulation and development of 
trade between the United Kingdom and the E.E.C. countries. 


BRITISH TRADE 1958" 


(million £) 
U.K. Exports U.K. 

(incl. Re-exports) Imports 
Western Germany 141 136 
Netherlands ; 105 159 
Belgium/Luxembourg 65 61 
France 81 101 
Italy 71 77 
Total Common Market 463 534 
Foreign countries 1,743 2,099 
Commonwealth 1,496 1,571 
Republic of Ireland 117 109 


1 Source: U.K.: Trade and Navigation Accounts, December 1958. 


Secondly, if it is maintained that a vital part of the Common- 
wealth link is of an economic and financial nature, it must also be 
borne in mind that by far the greater part of the population and re- 
sources of the Commonwealth is centred in the Dominions, which 
enjoy complete political independence and which have reciprocal 
diplomatic representation with the E.E.C. countries, as with the 
rest of the world. It may therefore come about that the trade of some 
of the Dominion countries with the E.E.C. bloc may reach such 
proportions as to make them feel it advisable to conclude direct 
agreements of the kind which at present do not seem acceptable to 
the United Kingdom. The first effect of this would be to diminish 
the value of imperial preferences, thus reducing the bargaining 
position of the United Kingdom. 
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On the other hand, a point calling for equally realistic acceptance 
in its true perspective by the nations of the Continent is the present 
predominance of sterling as a currency on world markets. Strength 
of sterling is an acknowledged necessity for every trading nation, 
and when a major issue arises the alignment of the principal Euro- 
pean currencies with the £ is taken for granted. 

It is therefore reasonable to expect that the European countries 
should have no difficulty in accepting the principle of imperial pre- 
ference and in recognizing the importance of sterling in the world 
economy. But provision must be made for a situation which might 
arise through a possible weakening of the Commonwealth as a 
political link because of a divergence in British trade policies to- 
wards the E.E.C. and other foreign countries, or through a possible 
dectine in the usefulness of sterling as a fully established unit of 
account in international trade, arising out of a less close cohesion 
within the European markets and within the Commonwealth. 

Another significant fact to be borne in mind is that expansion of 
foreign trade is of greater importance for a non-self-supporting 
country like the United Kingdom than for a self-supporting country 
like France, or for a country that stands in need of foreign capital 
and sources of employment for its own manpower to an extent far 
beyond anything that could be produced by means of a normal 
year-by-year intensification of its foreign trade: this is true in the 
case of Italy. 

The considerations mentioned above naturally cover only a part 
of the most essential prerequisites for a resumption of those ne- 
gotiations for a wider regulation of European trade which the com- 
ing into force of the European Economic Community makes neces- 
sary. The cycle of discussions that closed with the publication of the 
White Paper and the Blue Book has shown that the sense of urgency 
of the British negotiators in pressing for a synchronization of the 
coming into force of the E.E.C. and a Free Trade Area was not 
shared by their opposite numbers in E.E.C. British pressure there- 
fore contributed to misconceptions which in future can more easily 
be avoided. At present, especially as far as Britain is concerned, 
there seems to be a general tendency to ‘wait and see’ until the in- 
ternal stresses within E.E.C. have worked themselves out and borne 
fruit in concrete proposals. But it would not be surprising if such 
proposals were soon forthcoming. 


A.C. 














From Land Reform to Communes in 


China 


BeForE the establishment of Communist control throughout China, 
Chinese Communist land reform policy fluctuated between total re- 
distribution of landlord property and milder schemes, such as that 
of fixing ‘economic rents’, which were current during the period of 
the ‘United Front’ with the Kuomintang. But with the resumption 
of civil war in 1946, a Communist directive was issued authorizing 
the confiscation and redistribution of all landlord property, and this 
was later extended to cover the ‘surplus property’ of the so-called 
‘rich peasants’ under the Basic Programme of September 1947. 

The seizure and redistribution of land during the period from 
1946 to 1949 were accompanied by a considerable degree of violence 
and destruction. But after the establishment of Communist rule 
throughout China at the end of 1949, a Common Programme was 
adopted to guide the movement into more disciplined channels and 
prevent serious damage to the economy, and to counter the discon- 
tent that was being aroused among important sectors of the popula- 
tion. A similar shift of emphasis to a more gradual approach was also 
to be found in the Land Reform Law, published in June 1950. This, 
while calling for the seizure of land, tools, and draught animals be- 
longing to the landlord class, and insisting on the principle of pea- 
sant ownership, allowed ‘rich peasants’ who cultivated their land 
themselves to keep their property, and even permitted a certain 
degree of land renting and the use of hired labour. 

Whereas landowners in the U.S.S.R. owned estates of anything 
up to 6,000 acres at the time of the introduction of land reform, the 
average size of holdings in China was about 40 acres. By the middle 
of 1950, when the Land Reform Law was published, land reform 
had already been carried out in North China and certain other parts 
of the country, affecting a rural population of some 145 million. Re- 
distribution of property was gradually extended southwards 
throughout much of China, until by the end of 1952 it had been 
largely completed, and certain of the more advanced areas were al- 
ready embarking on the first steps towards collectivization. 

The first stage consisted of seasonal and permanent mutual-aid 
teams comprising a small number of families, in which labour, tools, 
and animals were pooled. The land remained the property of each 
individual owner, who continued to work it as a separate unit. 
124 
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Mutual-aid teams were set up both on a temporary and on a per- 
manent basis. The next stage was the so-called ‘lower’ or ‘semi- 
socialist’ agricultural producers’ co-operative. In this all land was 
pooled and worked as a single unit, though each member still owned 
a particular bit of land, and had in theory the right to withdraw his 
share should he wish to do so, Small fruit and vegetable plots were 
allowed for private use. Each member was credited with a number 
of shares entitling him to land dividend according to the size of his 
land invested. In the ‘higher-stage’ co-operative, or collective, land, 
tools, and animals were owned in common. Land dividend to the 
nominal owners vanished, and payment was made out of the profits 
of the co-operative in proportion to the working-hours contributed 
by each member. 

By the end of 1952 some 40 per cent of the peasants had joined 
mutual-aid teams, but there were only about 4,000 co-operatives 
(representing one-quarter of 1 per cent of the rural population), 
about ten advanced collective farms set up as models, and a very few 
mechanized or semi-mechanized State Farms run by the Ministry 
of State Farms to demonstrate superior agricultural techniques and 
form research stations. 

From the outset of the first Five-Year Plan in 1953 it was realized 
that greater and more rapid collectivization was essential if hoarding 
was to be overcome and if grain collection by the State was to be 
more efficient. Accordingly a directive was issued by the Central 
Committee of the Chinese Communist Party in October 1953 calling 
for the incorporation of 20 per cent of all peasant households into 
lower-stage co-operatives by the end of the Plan in 1957. By mid- 
1955 the number of co-operatives had swelled to 650,000, or 15 per 
cent of the peasant households. But despite this large increase there 
were food shortages, and the regime still encountered difficulty in 
securing enough produce to maintain exports to pay for capital 
goods from Russia and East Europe. Accordingly Mao 'T’se-tung, 
in his report on agriculture delivered to the Central Committee of 
the Chinese Communist Party on 31 July 1955, called for the in- 
clusion of half of the peasant population in lower-stage co-opera- 
tives by the spring of 1958, and the whole of the peasantry in higher- 
stage co-operatives by 1960. 

The period between the autumn of 1955 and the end of 1956 wit- 
nessed a tremendous growth in the number of co-operatives. 
Whereas in July 1955 only 15 per cent of China’s 120 million peasant 
households had been incorporated into lower-stage co-operatives, 
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by the end of 1956 the figure was 96 per cent, of which 100 million 
peasant households were in the higher-level organizations. 

The first Five-Year Plan placed predominant emphasis on in- 
dustrial development, allocating 58-2 per cent of the total invest- 
ment in capital construction to industry, as compared with 7-6 per 
cent to agriculture, but by 1956 it was beginning to be realized that 
the Soviet pattern of large-scale industrial projects was not neces- 
sarily suited to the Chinese economy. Soviet aid, which had 
amounted to 1,657 million yuan in 1955, was only 117 million yuan 
in 1956, and by 1957 it dwindled to 23 million yuan, so that China 
was being thrown back on her own resources. In addition, the regime 
was now more fully aware of China’s population problem. The cen- 
sus taken in the latter half of 1953 and early 1954 estimated the 
population at over 601 million as at 30 June 1953, and put the rate 
of natural increase at 2 per cent. ‘Tremendous impetus needed to be 
given to agricultural development if sufficient foodstuffs were to 
be produced both to feed the ever-increasing population and to 
finance the import of capital construction goods on which the in- 
dustrial programme was founded. 

On g August 1957 the Central Committee of the Chinese Com- 
munist Party issued a directive calling for the mass transfer of 
C.C.P. cadres to the countryside, to mobilize the peasants into 
action and take part in their daily manual work. This movement 
was followed by a tremendous increase in agricultural activity 
which, coupled with reasonably favourable climatic conditions, 
produced an exceptional harvest in 1958. The output of staple food 
crops was given as 375 million tons, more than double the 1957 out- 
put, with wheat at 40 million tons and rice at 150 million tons; 
cotton output reached about 3-35 million tons, or more than double 
the 1957 figure, while the area of irrigated land was said to have in- 
creased by 30,600,000 hectares, or more than double the increase 
envisaged for the whole of the Five-Year Plan. While it seems clear 
that China had an excellent harvest last year, it has been suggested 
that some of these figures may be misleading. In previous years 
crops were sub-divided in terms of grains and other foodstuffs 
instead of being given under an inclusive heading as food crops. The 
collection of statistics came into Party hands at this time, and this 
also may have affected their reliability. The increase in the area of 
irrigated land may have arisen largely from the restoration of old 
irrigation schemes by the clearing of ditches and similar activities. 

The success of the harvest was in part attributed to farming 
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methods which had been outlined in the T'welve- Year Agricultural 
Plan for 1956-67, the revised version of which was published in 
October 1957. This plan placed the main emphasis not on large- 
scale mechanized farming but on increasing the yield per acre 
through improving agricultural methods by a greater use of fer- 
tilizers, pest control, improving seed strains, double cropping, and 
the development of small-scale irrigation and water-conservancy 
schemes which could be carried out by the local authorities or the 
farmers themselves. In turn, the great drive in agricultural activity 
created an increased demand for farm tools and machinery and for 
fertilizers. ‘To meet this need traditional small-scale industries 
and iron furnaces were developed throughout the country. It was 
claimed that local organization at the co-operative level was in- 
adequate to cope with the wider tasks now confronting it, and that 
co-operatives were beginning to merge together in order to deal 
with such projects as irrigation networks and the establishment of 
small industries extending beyond the boundaries of a single co- 
operative. 

The natural extension of this merging of small existing co- 
operatives into larger units culminated in the establishment of the 
communes, which are now designed to be the basic social units of 
China. ‘The movement began in April 1958 in Honan, China’s 
major wheat-producing province. At this stage Honan had 38,473 
co-operatives, but 495 of these already incorporated a far greater 
number of households than the average co-operative and were virtu- 
ally miniature communes. Whereas the co-operatives embraced 
a few dozen households at the lowest level and several hundreds at 
the advanced stage, the communes were to comprise approximately 
2,500 to 5,000 households in the hilly or sparsely populated regions, 
such as Chinghai and Heilungkiang, and around 10,000 households 
in the plains, although figures for certain communes were consider- 
ably higher. The movement gained tremendous momentum in 
August following Mao’s favourable comments during inspection 
tours of Honan and Shantung, and started to spread from the 
northern provinces throughout the rest of China. On 10 September 
1958 the Chinese Communist Party published a formal decision on 
the establishment of People’s Communes, and by 10 December it 
was announced that gg per cent of China’s peasant households had 
been incorporated into them. 

The primary difference between the communes and the co- 
operatives was that while the co-operatives engaged solely in agri- 
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culture, the communes incorporated economic, political, agri- 
cultural, educational, and military affairs in a single unit; and while 
the area covered by the co-operative coincided more or less with the 
village, the communes formed a single entity with the Hsiang, or 
group of villages (the lowest organ of Chinese government), and 
had the same boundaries. Previously existing forms of local govern- 
ment at this level were therefore no longer necessary. Deputies of 
the Hsiang People’s Congress became representatives of the Con- 
gress of the commune, the Hsiang councils became the adminis- 
trative committee of the commune, and the head of the Hsiang 
became head of the commune. In addition, State establishments 
in charge of commercial and financial affairs at the Hsiang level 
were handed over to the communes in accordance with a directive 
of 23 December 1958 on improving rural trade and finance. 

In the higher-stage co-operatives, payment was made out of the 
profits of the co-operative in proportion to the working hours con- 
tributed by each member. In the communes, this method was re- 
placed by a straight wage system or a combination of part wages and 
bonuses plus part food supplies. The arrangements appear to vary 
greatly from commune to commune, some supplying only meals or 
foodstuffs, others covering all basic necessities such as clothing, 
education, medical treatment, and housing. Public canteens, nur- 
series, tailoring teams, and homes for the aged and disabled were set 
up to ‘emancipate’ women from their household duties and swell 
the labour force required for the local small-scale industries as well 
as for agriculture. ‘In order to make full use of labour power’, 
stated Red Flag (1 September 1958), the communes must be ‘not 
only organizers of production, but also organizers of the way of life’. 
Life was to be conducted along strictly disciplined lines on a para- 
military basis, enabling the Government to deploy the labour force 
on a far greater scale than ever before. On 31 December it was 
stated that the principle of combining labour with military in- 
struction had produced more than 30 million militiamen, and 
although the struggle over Quemoy 2nd the Matsu Islands has died 
down, the threat of external aggression is still used to justify in- 
ternal discipline on military lines. 

It seems clear that the establishment of communes has not been 
without its problems. On g November the People’s Daily issued an 
editorial entitled “We must see that the peasants get sufficient rest’, 
and the Party ‘Resolution on some questions concerning the People’s 
Communes’, adopted by the eighth Central Committee of the 
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Chinese Communist Party at its sixth plenary session held at 
Wuchang on 10 December 1958, which drew attention to certain 
aspects of the commune system which had encountered difficulties, 
stressed that eight hours’ sleep and four hours for meals and re- 
creation were essential. Better management in the mess-halls was 
called for, earlier reports having mentioned such factors as lack of 
variety in the choice of dishes and inadequate supplies of vegetables. 
Some mothers were said to have opposed the removal of their chil- 
dren to communal nurseries, and it was recommended that family 
accommodation in the new houses should be supplied. Further re- 
ports also stated that some cadres had ‘committed the mistake of 
despotism’ and adopted too militaristic an approach, and stressed 
that the masses must be allowed a free hand in the running of the 
communes. 

Nor has the development of communes met with enthusiasm 
from the U.S.S.R. The initial Soviet reaction was marked by a re- 
markable absence of comment. ‘To approve the movement would 
have been to admit the right to ‘different roads to socialism’ which 
had been so sharply attacked during the onslaught against Yugoslav 
revisionism, and would have implied virtual recognition of Chinese 
Communist leadership in ideology. The original September direc- 
tive on the establishment of the communes had claimed that the 
transition from collective ownership to ownership by the people as 
a whole could be effected within about three to six years, represent- 
ing a step towards the goal of a Communist state in advance of 
measures yet suggested by the Soviet Union. In addition, the virtual 
abandonment of wage incentives through the introduction of the 
supply system was not in keeping with the Soviet pattern, and in 
so far as it approached the theoretical aim of payment ‘according to 
needs’ would again appear to be stealing a march on the U.S.S.R. 

Relations were eased by the publication, on 18 December, of the 
aforementioned resolution on the communes adopted at the sixth 
plenary session of the eighth Central Committee of the Chinese 
Communist Party. The earlier claims, which seemed designed to 
establish Communism in China before it was completed in the 
U.S.S.R., were now modified, and the pace at which reforms were 
being pushed through within the communes was to be slowed down. 
The main emphasis was on the attainment of economic goals rather 
than ona rapid transition to Communism, and it was now stated that 
the latter might take fifteen, twenty, or more years to achieve, in- 
stead of about three to five years as originally claimed. In addition, 
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the Wuchang meeting communiqué stated that ‘achievements in 
economic construction in our country are inseparably connected 
with the assistance of the Soviet Union and other fraternal coun- 
tries.’ 

It seems clear that the main differences between Moscow and 
Peking had been settled by the end of the 21st Congress of the Com- 
munist Party of the U.S.S.R. (27 January to 5 February 1959). On 
7 February an snieecled was signed in Moscow w hereby Russia 
undertook to provide China with economic aid to the value of 
5,000 million roubles over an eight-year period from 1959 to 1967 
against deliveries of goods and raw materials. Seventy-eight major 
plants, including metallurgical, chemical, coal, oil, and electric 
power installations, were to be constructed. Aid granted under the 
new agreement, equivalent to about £446 million at the inflated 
official rate of exchange, represents more than the total sum given in 
non-military aid by the Soviet Union to China since 1950, and the 
amount allotted for individual plants is almost three times as much 
as in any previous aid agreements. This would appear to suggest 
that the Chinese may feel competent to equip small-scale industries 
but still need external assistance for their larger enterprises. 

Despite the reaffirmation of the Sino-Soviet alliance with the 
announcement of this new economic assistance agreement, China 
is still faced with many problems if the prodigious Five-Year Plan 
targets are to be achieved. The establishment of the communes 
represents a major social revolution in China. Whether such a 
revolution can be carried out without arousing serious ae 
to the regime remains to be seen. 
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